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EXPOSURE DRAFT 
OMNIBUS PROPOSAL OF 
PROFESSIONAL ETHICS DIVISION 
INTERPRETATIONS AND RULINGS 
PROPOSED REVISION OF INTERPRETATION 101-9 UNDER RULE 101: 
The Meaning of Certain Independence Terminology and the Effect of Family 
Relationships on Independence • PROPOSED ETHICS RULING UNDER 
RULE 101: Campaign Treasurer • PROPOSED ETHICS RULING UNDER 
RULE 101: Member on Board of Component Unit and Auditor of Oversight Entity 
• PROPOSED ETHICS RULING UNDER RULE 101: Member on Board of 
Material Component Unit and Auditor of Another Material Component Unit • 
PROPOSED ETHICS RULING UNDER RULE 301: Disclosure of Confidential 
Client Information • PROPOSED ETHICS RULING UNDER RULES 302 
AND 503: Receipt of Contingent Fees or Commissions by Member's Spouse • 
PROPOSED ETHICS RULING UNDER RULES 302 AND 503: Definition of 
the Receipt of a Contingent Fee or a Commission • PROPOSED ETHICS 
RULING UNDER RULE 503: Sale of Products to Clients • PROPOSED 
ETHICS RULING UNDER RULE 503: Billing for Subcontractor's Services • 
PROPOSED ETHICS RULING UNDER RULE 503: Referral of Products of 
Others • PROPOSED REVISION OF ETHICS RULING NO. 175: Bank Direc-
tor • PROPOSED DELETION OF ETHICS RULING NO. 63 UNDER RULE 
101: Review of Prospective Financial Information — Member's Independence of 
Promoters 
NOVEMBER 8, 1991 
Prepared by the AICPA Professional Ethics Executive Committee for comments 
from persons interested in independence, behavioral , and technical standards matters 
Comments should be received by February 7 , 1992, and addressed to 
Herbert A. Finkston, Director, Professional Ethics Division 
AICPA, 1211 Avenue of the Americas, New York, N.Y. 10036-8775 
800015 
This exposure draft has been sent to — 
• Practice offices of CPA firms. 
• Sampling of members in industry and education. 
• Members of AICPA Council and technical committee 
chairpersons. 
• State society and chapter presidents, directors, and 
committee chairpersons. 
• Organizations concerned with regulatory, supervisory, or 
other public disclosures of financial activities. 
• Persons who have requested copies. 
AICPA American Institute of Certified Public Accountants 
1211 Avenue of the Americas 
New York, NY 10036-8775 
(212) 575-6200 Telex: 70-3396 
Telecopier (212) 575-3846 
November 8, 1991 
This exposure draft contains twelve proposals for review and comment by the Institute's membership 
and other interested parties regarding pronouncements to be adopted, revised, or deleted by the Profes-
sional Ethics Executive Committee. The text of, and an explanatory preface to, each pronouncement are 
included in this exposure draft. 
A summary does not accompany this exposure draft because of the diversity of material included. 
Instead, the type of information a summary would contain is included in the "Explanation" preceding 
each proposal. The reader will thus be able to consider the proposed pronouncements with clearer focus 
on the particular issues. 
After the exposure period is concluded and the comments evaluated by the Professional Ethics Execu-
tive Committee, the committee may decide to publish one or more of the proposed pronouncements. 
Once published, the pronouncements become effective on the last day of the month in which they are 
published in the Journal of Accountancy, except as otherwise stated in the pronouncement. 
Your comments are an important part of the standard-setting process. Please take this opportunity to 
comment. Responses should be made under the appropriate heading on the enclosed response form. 
They must be received at the AICPA by February 7, 1992. All written replies to this exposure draft will 
become part of the public record of the AICPA and will be available for inspection at the office of the 
AICPA after March 6, 1992, for a period of one year. 
Please send comments to Herbert A. Finkston, Professional Ethics Division, AICPA, 1211 Avenue of the 
Americas, New York, NY. 10036-8775. 
Sincerely, 
Raymond L. Dever Herbert A. Finkston 
Chairman Director 
AICPA Professional Ethics Executive Committee Professional Ethics Division 
PROPOSED REVISION OF INTERPRETATION 101-9 
UNDER RULE 101 
[Explanation] 
The current interpretation defines a member's close relatives as nondependent children, stepchildren, 
brothers, sisters, grandparents, parents, parents-in-law, and their respective spouses. The Professional 
Ethics Executive Committee believes that a member's grandchildren should be included as close rela-
tives in the interpretation. 
The committee also proposes to revise the portion of the interpretation addressing the effect of a 
nondependent close relative's position with a client on the firm's independence. The current interpreta-
tion provides that independence would be considered to be impaired if an individual with a managerial 
position, who is located in an office participating in a significant portion of the engagement, has a close 
relative in a position of significant influence with the client. The committee believes that this position 
is overly strict. The proposed revision provides that the individual with a management position may be 
located in an office participating in a significant portion of the engagement without affecting the firm's 
independence as long as he or she does not participate in the engagement. 
[Text of Current Interpretation 101-9 Proposed for Revision] 
The Meaning of Certain Independence Terminology and the 
Effect of Family Relationships on Independence 
Member or Member's Firm 
A member (as used in rule 101) and a member or a member's firm (as used in interpretation 101-1) 
include — 
1. The member's firm and its proprietors, partners, or shareholders. A member's firm is defined as a 
proprietorship, partnership, or professional corporation or association engaged in the practice of pub-
lic accounting. 
2. All individuals1 participating in the engagement, except those who perform only routine clerical 
functions, such as typing and photocopying. 
3. All individuals1 with a managerial position located in an office participating in a significant portion 
of the engagement. 
4. Any entity (for example, partnership, corporation, trust, joint venture, or pool) whose operating, 
financial, or accounting policies can be controlled (see definition of control for consolidation 
purposes in Financial Accounting Standards Board [FASB] Statement No. 94) by one or more of the 
persons described in (1) through (3) or by two or more such persons if they choose to act together. 
A member or a member's firm does not include an individual1 solely because he or she was formerly 
associated with the client in any capacity described in interpretation 101-1-B, if such individual has disas-
sociated himself or herself from the client and does not participate in the engagement for the client 
covering any period of his or her association with the client. 
A member or a member's firm includes individuals who provide services to clients and are associated 
with the client in any capacity described in interpretation 101-1-B, if the individuals are located in an 
office participating in a significant portion of the engagement. 
Refers to all employees of the member and all contractors retained by the member, except specialists as discussed in AU section 
336, irrespective of their functional classification (for example, audit, tax, or management advisory services). 
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Managerial Position 
The organizations of firms vary; therefore, whether an individual has a managerial position depends on 
the responsibilities and how he or she or the position itself is held out to clients and third parties. The 
following are some, but not necessarily all, of the responsibilities that suggest that an individual has a 
managerial position: 
1. Continuing responsibility for the overall planning and supervision of engagements for specified 
clients 
2. Authority for determining that an engagement is complete subject to final partner approval if 
required 
3. Responsibility for client relationships (for example, negotiating and collecting fees for engagements 
and marketing the firm's services) 
4. Existence of profit sharing as a significant feature of total compensation 
5. Responsibility for overall management of the firm, development or establishment of firm policies on 
technical matters, and implementation of or compliance with the following nine elements of quality 
control: 
a. Independence 




f. Professional development of personnel 
g. Advancement of personnel 
h . Acceptance and continuance of clients 
i. Inspection of compliance with policies and procedures 
Significant Influence 
A person or entity can exercise significant influence over the operating, financial, or accounting policies 
of another entity if, for example, the person or entity— 
1. Is connected with the entity as a promoter, underwriter, voting trustee, general partner, or director 
(other than an honorary director as defined in the code of conduct). 
2. Is connected with the entity in a policy-making position related to the entity's primary operating, 
financial, or accounting policies, such as chief executive officer, chief operating officer, chief financial 
officer, or chief accounting officer. 
3. Meets the criteria established in Accounting Principles Board Opinion No. 18, The Equity Method of 
Accounting for Investments in Common Stock, and its interpretations to determine the ability of an 
investor to exercise such influence with respect to an entity. 
The foregoing examples are not necessarily all-inclusive. 
Office Participating in a Significant Portion of the Engagement 
An office would be considered to be participating in a significant portion of an engagement if the office 
had primary client responsibility for a multi-office engagement. In addition, professional judgment must 
be exercised in deciding whether any other office participates in a significant portion of a multi-office 
engagement. For example, an office would be considered to be participating in a significant portion of 
the engagement if the office's engagement hours or fees are material to total engagement hours or fees 
or if the office's responsibility for reporting, whether internally or externally, on a portion of the engage-
ment relates to a material amount of assets or income (loss) before income taxes of the client. 
The foregoing examples are not necessarily all-inclusive of the situations in which an office may be con-
sidered to be participating in a significant portion of the engagement. 
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Spouses and Dependent Persons 
The term member includes spouses (whether or not dependent) and dependent persons (whether or not 
related) for all purposes of complying with rule 101 subject to the following exception. 
The exception is that the independence of the member and the member's firm will not normally be 
impaired solely because of employment of a spouse or dependent person by a client if the employment 
is in a position that does not allow "significant influence" over the client's operating, financial, or account-
ing policies. However, if such employment is in a position in which the person's activities are audit-
sensitive (even though not a position of significant influence), the member should not participate in the 
engagement. 
In general, a person's activities would be considered audit-sensitive if such activities are normally an 
element of or subject to significant internal accounting controls. For example, the following positions, 
which are not intended to be all-inclusive, would normally be considered audit-sensitive (even though 
not positions of significant influence): cashier, internal auditor, accounting supervisor, purchasing agent, 
or inventory warehouse supervisor. 
Nondependent Close Relative 
The term member or member's firm excludes nondependent close relatives of the persons described in 
(1) through (3) of that definition. Nevertheless, in circumstances discussed below, the independence of 
a member or a firm can be impaired because of a nondependent close relative. 
Close relatives are nondependent children, stepchildren, brothers, sisters, grandparents, parents, 
parents-in-law, and their respective spouses. Close relatives do not include the brothers and sisters of the 
member's spouse. 
The independence of a member's firm would be considered to be impaired with respect to an enter-
prise if— 
1. During the period of the professional engagement or at the time of expressing an opinion, an 
individual participating in the engagement has a close relative with a financial interest in the enter-
prise that was material to the close relative and of which the individual participating in the engage-
ment has knowledge. 
2. During the period covered by the financial statements, during the period of the professional engage-
ment, or at the time of expressing an opinion — 
a. An individual participating in the engagement has a close relative who could exercise significant 
influence over the operating, financial, or accounting policies of the enterprise or who is otherwise 
employed in a position where the person's activities are "audit-sensitive," or 
b . A proprietor, partner, shareholder, or individual with a managerial position, any of whom are 
located in an office participating in a significant portion of the engagement, has a close relative 
who could exercise significant influence over the operating, financial, or accounting policies of the 
enterprise. 
Other Considerations 
Members must be aware that it is impossible to enumerate all circumstances wherein the appearance of 
a member's independence might be questioned by third parties. For example, a member's relationship 
with a cohabitant may be equivalent to that of a spouse. In addition, in situations involving assessment 
of the association of any relative or dependent persons with a client, members must consider whether 
the strength of personal and business relationships between the member and the relative or dependent 
person, considered in conjunction with the specified association with the client, would lead a reasonable 
person aware of all the facts, and taking into consideration normal strength of character and normal 
behavior under the circumstances, to conclude that the situation poses an unacceptable threat to the 
member's objectivity and appearance of independence. 
7. 
[Text of Proposed Revision of Interpretation 101-9 Under Rule 101] 
The Meaning of Certain Independence Terminology and the Effect of 
Family Relationships on Independence 
This interpretation defines certain terms used in Interpretation 101-1 (ET section 101.02) and, in doing 
so, also explains how independence may be impaired through certain family relationships. 
Member or Member's Firm 
A member (as used in rule 101) and a member or a member's firm (as used in Interpretation 101-1) 
include — 
1. The member's firm and its proprietors, partners, or shareholders. A member's firm is defined as a 
proprietorship, partnership, or professional corporation or association engaged in the practice of pub-
lic accounting. 
2. All individuals1 participating in the engagement, except those who perform only routine clerical 
functions, such as typing and photocopying. 
3. All individuals1 with a managerial position located in an office participating in a significant portion 
of the engagement. 
4. Any entity (for example, a partnership, corporation, trust, joint venture, or pool) whose operating, 
financial, or accounting policies can be controlled (see definition of control for consolidation pur-
poses in Financial Accounting Standards Board [FASB] Statement No. 94) by one or more of the 
persons described in (1) through (3) or by two or more such persons if they choose to act together. 
A member or a member's firm does not include an individual1 solely because he or she was formerly 
associated with the client in any capacity described in Interpretation 101-1-B, if such an individual has 
disassociated himself or herself from the client and does not participate in the engagement for the client 
covering any period of his or her association with the client. 
A member or a member's firm includes individuals who provide services to clients and are associated 
with the client in any capacity described in Interpretation 101-1-B, if the individuals are located in an 
office participating in a significant portion of the engagement. 
Managerial Position 
The organization of firms varies; therefore, whether an individual has a managerial position depends on 
the responsibilities and how he or she or the position itself is held out to clients and third parties. The 
following are some, but not necessarily all, of the responsibilities that suggest that an individual has a 
managerial position: 
1. Continuing responsibility for the overall planning and supervision of engagements for specified 
clients 
2. Authority to determine that an engagement is complete subject to final partner approval if required 
3. Responsibility for client relationships (for example, negotiating and collecting fees for engagements 
and marketing the firm's services) 
4. Existence of profit sharing as a significant feature of total compensation 
5. Responsibility for overall management of the firm, development or establishment of firm policies on 
technical matters, and implementation of or compliance with the following nine elements of quality 
control: 
a. Independence 
b. Assigning personnel to engagements 
1
 Refers to all employees of the member and all contractors retained by the member, except specialists as discussed in AU section 





f. Professional development of personnel 
g. Advancement of personnel 
h . Acceptance and continuance of clients 
i. Inspection of compliance with policies and procedures 
Significant Influence 
A person or entity can exercise significant influence over the operating, financial, or accounting policies 
of another entity if, for example, the person or entity— 
1. Is connected with the entity as a promoter, underwriter, voting trustee, general partner, or director 
(other than an honorary director as defined in the code of conduct). 
2. Is connected with the entity in a policy-making position related to the entity's primary operating, 
financial, or accounting policies, such as chief executive officer, chief operating officer, chief financial 
officer, or chief accounting officer. 
3. Meets the criteria established in Accounting Principles Board Opinion No. 18, The Equity Method of 
Accounting for Investments in Common Stock, and its interpretations to determine the ability of an 
investor to exercise such influence with respect to an entity. 
The foregoing examples are not necessarily all-inclusive. 
Office Participating in a Significant Portion of the Engagement 
An office would be considered to be participating in a significant portion of an engagement if the office 
had primary client responsibility for a multioffice engagement. In addition, professional judgment must 
be exercised in deciding whether any other office participates in a significant portion of a multioffice 
engagement. For example, an office would be considered to be participating in a significant portion of 
the engagement if the office's engagement hours or fees are material to total engagement hours or fees 
or if the office's responsibility for reporting, whether internally or externally, on a portion of the engage-
ment relates to a material amount of assets or income (loss) before income taxes of the client. 
The foregoing examples are not necessarily inclusive of all situations in which an office may be consid-
ered to be participating in a significant portion of the engagement. 
Spouses and Dependent Persons 
The term member includes spouses (whether or not dependent) and dependent persons (whether or not 
related) for all purposes of complying with rule 101 subject to one exception. 
The exception is that the independence of the member and the member's firm will not normally be 
impaired solely because of employment of a spouse or dependent persons by a client if the employment 
is in a position that does not allow "significant influence" over the client's operating, financial, or account-
ing policies. However, if such employment is in a position in which the person's activities are audit-
sensitive (even if the position is not one of significant influence), the member should not participate in 
the engagement. 
In general, a person's activities would be considered audit-sensitive if such activities are normally an ele-
ment of, or subject to, significant internal accounting controls. For example, the following positions, 
which are not intended to be all-inclusive, would normally be considered audit-sensitive (though not of 
significant influence): cashier, internal auditor, accounting supervisor, purchasing agent, and inventory 
warehouse supervisor. 
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Nondependent Close Relative 
The term member or member's firm excludes nondependent close relatives of the persons described in 
(1) through (3) of that definition. Nevertheless, in the circumstances discussed below, the independence 
of a member or a firm can be impaired because of a nondependent close relative. 
Close relatives are nondependent children, grandchildren, stepchildren, brothers, sisters, grandparents, 
parents, parents-in-law, and their respective spouses. Close relatives do not include the brothers and sis-
ters of the member's spouse. 
The independence of a member's firm would be considered to be impaired with respect to an enterprise 
if-
1. During the period of the professional engagement or at the time of expressing an opinion, an 
individual participating in the engagement has a close relative with a financial interest in the enter-
prise that was material to the close relative and of which the individual participating in the engage-
ment has knowledge. 
2. During the period covered by the financial statements, during the period of the professional engage-
ment, or at the time of expressing an opinion — 
a. An individual participating in the engagement has a close relative who could exercise significant 
influence over the operating, financial, or accounting policies of the enterprise or who is otherwise 
employed in a position in which the person's activities are audit-sensitive, or 
b . A proprietor, partner, or shareholder, anyone of whom is located in an office participating in a sig-
nificant portion of the engagement, has a close relative who could exercise significant influence 
over the operating, financial, or accounting policies of the enterprise. 
Other Considerations 
Members must be aware that it is impossible to enumerate all circumstances wherein the appearance of 
a member's independence might be questioned by third parties. For example, a member's relationship 
with a cohabitant may be equivalent to that of a spouse. In addition, in situations involving assessment 
of the association of any relative or dependent person with a client, members must consider whether the 
strength of personal and business relationships between the member and the relative or dependent per-
son, in conjunction with the specified association with the client, would lead a reasonable person aware 
of all the facts who took into consideration normal strength of character and normal behavior under such 
circumstances, to conclude that the situation poses an unacceptable threat to the member's objectivity 
and appearance of independence. 
PROPOSED ETHICS RULING UNDER RULE 101 
[Explanation] 
The Professional Ethics Division has received numerous inquiries concerning the independence impli-
cations of a member serving as campaign treasurer for an individual running for apolitical office and per-
forming services requiring independence for an entity with respect to which the individual is connected. 
The committee's position is expressed in the proposed ruling. 
[Text of Proposed Ruling Under Rule 101] 
Campaign Treasurer 
Question — A member has been asked to serve as the campaign treasurer of the campaign organization 
of a candidate for the office of mayor. If the member serves in this capacity, would the member's inde-
pendence be impaired with respect to (1) the political party with which the candidate is associated, (2) 
the municipality of which the candidate may become mayor, and (3) the campaign organization? 
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Answer — Independence would not be considered to be impaired with respect to the political party or 
municipality. However, due to his or her role as treasurer, the member would not be considered to be 
independent with respect to the campaign organization itself. 
PROPOSED ETHICS RULING 
UNDER RULE 101 
[Explanation] 
Interpretation 101-10 discusses a member's independence when the member has a relationship with a 
nonclient entity that is included in the financial statements of a governmental reporting entity that is the 
member's client. The proposed ruling provides an example of the application of the interpretation. 
[Text of Proposed Ruling Under Rule 101] 
Member on Board of Component Unit and Auditor of Oversight Entity 
Question — A member serves on the governing board of a local transit authority, which is a component 
unit of the city (the oversight entity). Would the member be considered to be independent with respect 
to the city's general-purpose financial statements? 
Answer — No. As stated in Interpretation 101-10, a member reporting on the general-purpose financial 
statements must be independent of the oversight entity (the city) and of each component unit that 
should be included therein. The member is not independent with respect to the transit authority, a com-
ponent unit. 
PROPOSED ETHICS RULING 
UNDER RULE 101 
[Explanation] 
Interpretation 101-10 discusses a member's independence when the member has a relationship with a 
nonclient entity that is included with the member's client in the financial statements of a governmental 
reporting entity that is not the member's client. The proposed ruling provides an example of the applica-
tion of the interpretation. 
[Text of Proposed Ruling Under Rule 101] 
Member on Board of Material Component Unit and 
Auditor of Another Material Component Unit 
Question — A member who is not the auditor of the county, which is the oversight entity, serves on the 
governing board of a local library authority, which is a material component unit of the county. Would the 
member be considered to be independent with respect to the flood-control district, which is also a mate-
rial component unit of the county? 
Answer — Yes. As stated in Interpretation 101-10, the member's position with the library would not 
impair independence with respect to the flood-control district. However, the member is not considered 
to be independent with respect to the county, because of his or her membership on the governing board 
of the local library. 
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PROPOSED ETHICS RULING UNDER RULE 301 
[Explanation] 
The Professional Ethics Division has received numerous inquiries regarding disclosure of confidential 
client information to one signatory of a joint individual income tax return when such disclosure is 
objected to by the other signatory. The question is whether a member is in violation of Rule of Conduct 
301, "Confidential Client Information," if such disclosure is made. The answer is discussed below. 
[Text of Proposed Ruling Under Rule 301] 
Disclosure of Confidential Client Information 
Question — A member has prepared a married couple's joint tax returns for several years. The member 
was engaged by and has dealt exclusively with spouse A. Divorce proceedings are now under way and 
spouse B has approached the member with requests for confidential information relating to prior tax 
returns. Although spouse A possesses this information, as previously supplied by the member, spouse A 
has refused to turn it over to spouse B. Spouse A has also directed the member not to comply with spouse 
B's requests. Would release of this information by the member to spouse B constitute a violation of 
rule 301? 
Answer — As defined by the Code of Professional Conduct, spouse B would be considered to be a client 
with respect to the prior tax returns in question. Therefore, release of the requested information to 
spouse B would not be prohibited by rule 301. The member should consider, however, reviewing the legal 
implications of such a disclosure with an attorney. 
PROPOSED ETHICS RULING UNDER 
RULES 302 AND 503 
[Explanation] 
The Professional Ethics Executive Committee has been asked whether the contingent fee or commis-
sion activities of a member's spouse with respect to the member's attest client would result in the 
member's being in violation of rules 302 and 503. The committee has concluded that the contingent fees 
or commissions received by the spouse should not be ascribed to the member unless the member is 
significantly involved in the spouse's activities related to the commissions or contingent fees. The com-
mittee proposes the adoption of the following ruling. 
[Text of Proposed Ruling Under Rules 302 and 503] 
Receipt of Contingent Fees or Commissions by Member's Spouse 
Question — May a member's spouse provide services to the member's attest client for a contingent fee 
or refer products or services for a commission to or from the member's attest client without causing the 
member to be in violation of rule 302 or rule 503? 
Answer — Yes, if the activities of the member's spouse are separate from the member's practice and the 
member is not significantly involved in those activities. 
PROPOSED ETHICS RULING UNDER 
RULES 302 AND 503 
[Explanation] 
Rules 302 and 503 proscribe the performance for and the receipt of a contingent fee and a commission 
during the period in which a member is engaged to perform specified attest services and the period 
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covered by any historical financial statements involved in those attest services. The Professional Ethics 
Executive Committee considers the receipt of a contingent fee or a commission to be the point in time 
when the related services are complete and the fee or commission is determined. The committee pro-
poses a ruling to that effect. 
[Text of Proposed Ruling Under Rules 302 and 503] 
Definition of the Receipt of a Contingent Fee or a Commission 
Question — Rules 302 and 503 prohibit, among other acts, the receipt of contingent fees for the perfor-
mance of certain services and the receipt of a commission for the referral of products or services under 
certain circumstances. When is a contingent fee or commission deemed to be received? 
Answer — A contingent fee or a commission is deemed to be received when the performance of the 
related services is complete and the fee or the commission is determined. For example, if in one year a 
member sells a life insurance policy to a client and the member's commission payments are determined 
to be a fixed percentage of future years' renewal premiums, the commission is deemed to be received in 
the year the policy is sold. 
PROPOSED ETHICS RULING UNDER RULE 503 
[Explanation] 
Rule 503, "Commissions," describes circumstances under which a member is prohibited from recom-
mending or referring to a client any product or service on a commission basis. The Professional Ethics 
Executive Committee believes that clarification is required because rule 503 does not and is not 
intended to prohibit a member from selling products to a client. 
[Text of Proposed Ruling Under Rule 503] 
Sale of Products to Clients 
Question — May a member purchase a product from a third-party supplier and resell the product to a 
client without violating rule 503? 
Answer — Yes. If a member purchases a product and resells it to a client, any profit on the sale would 
not constitute a commission. Purchasing entails taking title to the product and having all the associated 
risks of ownership. 
PROPOSED ETHICS RULING UNDER RULE 503 
[Explanation] 
The Professional Ethics Executive Committee has concluded that charging a client for the cost plus a 
markup for the services of a subcontractor does not constitute a commission. 
[Text of Proposed Ruling Under Rule 503] 
Billing for Subcontractor's Services 
Question — A member has contracted with a computer-hardware maintenance servicer to provide sup-
port for a client's computer operations. Would it be a violation of rule 503 for that member to bill the 
client a higher service fee than that charged the member by the service provider? 
Answer — No. The increased fee would not constitute a commission. 
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PROPOSED ETHICS RULING UNDER RULE 503 
[Explanation] 
The Applicability Section of the Code of Professional Conduct provides that a member shall not allow 
others to perform acts that the member is prohibited from performing. The member, therefore, cannot 
allow others to engage in prohibited commission activity on his or her behalf. 
[Text of Proposed Ruling Under Rule 503] 
Referral of Products of Others 
Question — A member refers computer products of wholesalers to clients of the firm through distribu-
tors and agents. A payment is received by the member from the wholesaler if the clients purchase the 
computer products. Is such a payment to the member a commission in violation of rule 503? 
Answer — Yes. Section 91.03 of the Code provides that a member shall not permit others to perform acts 
on behalf of the member that, if carried out by the member, would place the member in violation of the 
rules. Therefore, the member would be held responsible for the actions of the distributors and agents. 
Rule 503 provides that, if a member or the member's firm performs for a client a service described in rule 
503, the member may not recommend or refer to that client for a commission any product or service, or 
receive a commission for such a recommendation or referral. This prohibition applies during the period 
in which the member is engaged to perform any of the services described in rule 503 and during the 
period covered by any historical financial statements involved in such services. 
If the products are referred on a commission basis to clients for which the member is not engaged to per-
form any of the services described in rule 503, rule 503 would not be violated as long as the commission 
is disclosed to the client. However, any subsequent services described in rule 503 that are performed 
during a period in which the commission was received would constitute a violation of rule 503. 
PROPOSED REVISION OF ETHICS RULING NO. 175 
[Explanation] 
The Professional Ethics Executive Committee has reconsidered ruling no. 175, ET Section 591.349-.350, 
and has concluded that revisions are necessary. The committee proposes to delete paragraph (c) of the 
ruling ("Independence") because the committee believes that independence would not be impaired 
merely because a member serves on the board of a bank from which a client has a material loan. Changes 
are proposed to paragraphs (a) and (b) to bring them into conformity with rules 301 and 102 as revised 
in January 1988. 
[Text of Current Ruling No. 175 Proposed for Revision] 
Bank Director 
Question — May a member in public practice serve as a director of a bank? 
Answer — Before accepting a bank directorship, the member should carefully consider the implications 
inherent in such service. 
These fall generally into three categories: 
(a) Confidentiality of Information — Rule 301 provides that a member shall not disclose any confidential 
information obtained in the course of a professional engagement except with the consent of the 
client. This ethical requirement applies even though failure to disclose might constitute a breach of 
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the member's fiduciary responsibilities as a director and thereby result in potential personal liability 
for damages to shareholders, depositors and others. The member must also consider whether his 
clients might have any inhibitions in consulting with him professionally concerning matters that may 
affect the client's relationship with the bank. 
(b) Conflict of Interest—Even though a member may be released by a client from the ethical require-
ment of confidentiality, the member should not express a position or vote on decisions involving a 
client since the member's objectivity may be questioned because of his dual role with the client and 
the bank. 
(c) Independence —The independence of a member serving as a bank director would be considered 
impaired with regard to any client in which the bank has a loan that is material to the client involved. 
If such a situation develops between the bank and a client, the member must either resign from the 
client engagement or his directorship or disclaim an opinion based on lack of independence as 
prescribed under Statement on Auditing Standards No. 26 [AU section 504]. If the client is a nonpub-
lic entity that engages the member to compile or review its financial statements, Statements on Stan-
dards for Accounting and Review Services are applicable. 
In view of the above factors, it is generally not desirable for a member in public practice to accept a posi-
tion as bank director where the member's clients are likely to engage in significant transactions with the 
bank. If a member is engaged in public practice he should avoid the high probability of conflict of interest 
and the appearance that the member's fiduciary obligations and responsibilities to the bank may conflict 
with or interfere with his ability to serve his clients' interest objectively and in complete confidence. 
The general knowledge and experience of CPAs in public practice may be very helpful to a bank in for-
mulating policy matters and making business decisions; however, in most instances it would be more 
appropriate for the member as part of his public practice to serve as a consultant to the bank's board. 
Under such an arrangement, the member could limit his activities to those which did not involve 
conflicts of interest, independence, or confidentiality problems. 
[Text of Proposed Revision of Ruling No. 175] 
Bank Director 
Question — May a member in public practice serve as a director of a bank? 
Answer — Yes; however, before accepting a bank directorship, the member should carefully consider the 
implications of such service if the member has clients that are customers of the bank. 
These implications fall into two categories: 
(a) Confidential Client Information — Rule 301 provides that a member in public practice shall not 
disclose any confidential client information without the specific consent of the client. This ethical 
requirement applies even though failure to disclose information may constitute a breach of the 
member's fiduciary responsibility as a director. 
(b) Conflict of Interest—Interpretation 102-2 provides that a conflict of interest may occur if a member 
performs a professional service (including service as a director) and the member has a significant 
relationship with another entity that could be viewed as impairing the member's objectivity. If this 
significant relationship is disclosed and consent is obtained from all the appropriate parties, perfor-
mance of the service shall not be prohibited. 
PROPOSED DELETION OF ETHICS RULING NO. 63 
UNDER RULE 101 
[Explanation] 
The Professional Ethics Executive Committee recommends that this ruling be deleted from the Code 
because the ruling extends beyond the scope of Interpretation 101-1. 
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[Text of Current Ruling No. 63 Proposed for Deletion] 
Review of Prospective Financial Information— 
Member's Independence of Promoters 
Question — Are a member and his or her firm considered to be independent for the purpose of compiling 
or examining an issuer's prospective financial information to be used in connection with an offering or 
placement of securities or financial interests if the member or the member's firm is not independent 
with respect to each related promoter? 
Answer — A member or firm would not be considered to be independent for this purpose unless the 
member and his or her firm are independent with respect to each promoter and the issuer itself. 
Definition of "promoter"— For purposes of the Rules of Conduct, a promoter is any person or entity that, 
acting alone or in conjunction with one or more persons or entities, directly or indirectly takes initiative 
in organizing a venture or enterprise or that, in connection with organizing a venture or enterprise, 
directly or indirectly will receive, in consideration of services or property or both, 10 percent or more 
of the proceeds of investments in the venture or enterprise. Whether or not an individual or entity is an 
investor or is otherwise in a position to exercise continuing significant influence over the venture or 
enterprise (for example, as a general partner) is not significant in deciding whether such an individual 
or entity is a promoter. On the other hand, an individual or entity that acts only as a broker or sales agent 
of financial interests in the entity and does not otherwise take part in organizing the entity is not a 
promoter. 
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